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ABSTRACT:  Food  coAtt>  n.oi>e  substantially  in  the  1960's,   paAticulanly  in  the 
latteA  halh  oh  the.  decade.     In  J 969,  the  netail  cost  oh  the  USVA  manket 
basket  oh  haAm  h°°d  wcu>   7  9  peAce.nt  highen.  than  In   7  957-59.  Thii>  nehlzcted 
both  an  incnease.  in  the.  hanm  value,  oh  hooa^>  and  the.  marketing  mangin.     The. 
n.apid  growth  oh  the  economy  and  the  inhlatA.onaAy  pn.eASun.eA  that  developed 
langely  explain  the.  increase  in  hood  costs.     VeApite.  noising  hood  costs, 
consumeAS  spe.nt  a  declining  pe/icentage  oh  income  hofl  h°od  %-ven.y  yean,  doming 
the  I960'*. 

KEY  bJORVS:     Food  marketing  margin,    ^a^jn  value  oh  h0°d,  marketing  costs, 
maAkct  basket  oh  haJm  ioods,   h0°d  e.xpe.ndiXuAeA . 


During  the  1960's,  food  required  a 
continuously  smaller  share  of  total  per- 
sonal income,  but  food  still  remains  the 
most  important  single  item  of  consumer 
expenditures.   Thus,  any  significant 
change  in  food  prices  is  of  considerable 
public  interest.   The  1960's  were  marked 
by  increases  in  food  prices,  particularly 
in  the  last  half  of  the  decade.   The  pur- 
pose of  this  article  is  to  put  these  in- 
creases in  perspective  in  terms  of  changes 
in  food  supplies,  rising  costs  of  produc- 
ing and  marketing  food,  and  changes  in  the 
overall  price  level.   In  this  review,  con- 
siderable use  will  be  made  of  the  market 
basket  statistics  regularly  published  in 
this  publication. 

Developments  in  food  prices  during 
the  1960's  should  be  viewed  in  the  context 
of  the  overall  economy.   The  1960's  were 
a  period  of  continuous  growth  of  the 
economy.   Total  real  output  of  goods  and 
services,  or  GNP,  increased  nearly  50  per- 
cent, or  around  k\   percent  per  year.   Real 
per  capita  income  (after  taxes  and  allow- 
ing for  changes  in  the  price  level)  rose 
every  year,  and  in  1969  was  31  percent 
higher  than  in  1960.   Unemployment  de- 
clined from  5.5  percent  in  1960  to  3.5 
percent  in  1969,  the  lowest  rate  since 
1953. 

Growth  of  the  economy  brought  excep- 
tional gains  in  production,  employment  and 
incomes,  but  put  considerable  pressure  on 


the  cost  and  price  structure  of  the  econ- 
omy.  Pressure  on  costs  and  prices  devel- 
oped in  the  mid-1960' s  when  the  rate  of 
economic  expansion  began  to  grow  faster 
than  the  supply  of  productive  resources, 
such  as  skilled  labor.   Meanwhile,  rising 
consumer  incomes  boosted  consumer  demand. 
Beginning  about  1964,  the  GNP  price  de- 
flator, the  broadest  measure  of  price 
change  in  the  economy,  increased  by  a 
larger  percentage  each  year,  and  in  1969 
rose  4.7  percent. 

The  rapid  growth  of  the  economy  and 
the  inflationary  pressures  that  developed 
go  a  long  way  toward  explaining  rising 
food  prices.   In  a  competitive  economy, 
prices  tend  to  reflect  the  costs  of  doing 
business.   The  facts  presented  here  show 
a  close  parallel  between  changes  in  retail 
food  prices  and  fluctuations  in  production 
and  marketing  costs. 

Review  of  Food  Prices  in  the  1960's 

Developments  in  food  prices  during 
the  1960's  were  sharply  different  before 
and  after  1964  (Figure  1).   In  the  first 
half  of  the  decade,  the  retail  cost  of 
the  market  basket  of  farm  foods  rose  less 
than  1  percent  per  year.   However,  in  1965, 
the  retail  cost  increased  2\   percent  and 
in  1966  the  cost  rose  5^  percent,  the 
largest  annual  increase  since  1951.   The 
increases  in  these  2  years  resulted  mainly 
from  a  strong  advance  in  demand,  spurred 
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by  rising  personal  incomes,  coupled  with 
reduced  supplies  of  several  foods,  pri- 
marily meats  and  fresh  vegetables. 


RETAIL  COST,  FARM  VALUE  AND 
MARKETING  SPREAD  FOR  FARM  FOODS 
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The  BLS  Consumer  Price  Index  in- 
creased every  year  during  the  1960's  and 
in  1969  was  nearly  28  percent  above  the 
base  period  of  1957-59  (Figure  2).   By 
comparison,  the  price  index  of  all  food 
rose  about  26  percent.   This  figure  in- 
cludes price  changes  for  both  food  pur- 
chased for  home  use  (that  purchased  in 
grocery  stores  and  other  food  stores)  and 
food  purchased  in  restaurants  and  other 
eating  places.   Prices  of  food  at  home 
rose  22  percent  compared  with  an  increase 
of  45  percent  for  food  in  restaurants. 
Prices  of  restaurant  food  rose  in  much 
the  same  way  as  prices  of  services,  which 
increased  44  percent.   Although  all  food 
prices  went  up  about  as  much  as  the  over- 
all CPI,  prices  of  food  at  home  stayed 
below  the  overall  price  level  during  the 
entire  decade. 


Figure  1 
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Retail  prices  of  farm  foods  dipped 
slightly  in  1967  as  large  supplies  and 
declining  prices  of  farm  products  more 
than  offset  the  effect  of  continued  strong 
consumer  demand.   Prices,  however,  went 
up  abruptly  again  in  1968  and  1969.   Al- 
together, the  retail  cost  of  farm  foods 
rose  19  percent  during  the  1960's  with 
most  of  the  increase  occurring  after 
1964. 

Retail  prices  of  all  major  food 
groups  were  higher  in  1969  than  in  1957- 
59.   Meat  prices  were  up  about  25  percent; 
dairy  products,  20  percent;  bakery  and 
cereal,  16  percent;  processed  fruits  and 
vegetables,  12  percent;  and  poultry  and 
egg  prices,  3  percent.   The  largest  price 
rise  was  in  fresh  fruits  and  vegetables, 
up  39  percent. 

An  important  question  is  how  changes 
in  food  prices  compared  with  changes  in 
prices  of  other  consumer  goods  and  ser- 
vices.  Prices  of  practically  all  goods 
and  services  increased  during  the  1960's, 
particularly  in  the  latter  half  of  the 
decade.   Because  the  food  industry  is 
interconnected  with  other  sectors  of  the 
economy,  and  because  food  is  the  consumer's 
largest  single  expenditure,  food  prices 
tended  to  parallel  changes  in  the  overall 
price  level. 


CONSUMER  PRICES 

Food,  Services,  Commodities  Less  Food,  and  All  Items 


%  OF  1957-59 


Food  away  from  homo       // 
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av. 


Figure  2 

Farm  Value  of  Foods 

Changes  in  prices  of  farm  food  com- 
modities were  more  extreme  than  variations 
in  retail  food  prices  during  the  1960's. 
While  the  retail  price  of  food  trended 
upward  during  the  first  half  of  the  1960's, 
farm  prices  remained  steady  or  declined. 
In  1964,  the  farm  value  of  the  market 
basket  was  slightly  lower  than  in  1959, 
and  15  percent  below  the  1947-49  level. 
As  a  result  of  the  decline  in  farm  prices 
while  retail  prices  were  going  up,  the 
farmer's  share  of  the  food  dollar  dropped 
to  a  low  of  37  cents  in  1963  and  1964. 
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Farm  prices  in  the  latter  half  of 
the  1960 's  contrasted  sharply  with  the 
long-term  trend.   Increased  demand  for 
food  products  coupled  with  reduced  pro- 
duction of  some  foods  caused  farm  prices 
to  rise  significantly  in  1965  and  1966. 
Reduced  supplies  of  livestock  products 
resulted  in  sharply  higher  farm  prices. 
Demand  for  food  was  strengthened  by 
rapidly  rising  per  capita  personal  in- 
come, increased  exports  of  food,  and  in- 
creased food  procurement  by  the  military. 
While  farm  prices  had  very  little  effect 
on  food  prices  in  the  early  1960's,  they 
were  the  cause  of  all  the  increase  in 
the  retail  cost  of  the  market  basket  in 
1965  and  slightly  over  half  of  the  rise 
in  1966. 

Farm  prices  dropped  sharply  in  1967 
as  a  result  of  a  much  larger  than  usual 
(8  percent)  increase  in  total  supplies  of 
food  commodities.   As  a  result  of  the  dip 
in  farm  prices,  the  retail  cost  of  the 
market  basket  declined  for  the  first  and 
only  time  during  the  decade. 

Farm  prices  rebounded  in  1968  as 
strong  consumer  demand  more  than  offset 
an  increase  of  2  percent  in  total  sup- 
plies of  food  commodities.   Demand  con- 
tinued strong  in  1969  and  prices  rose 
sharply.   The  farm  value  of  the  market 
basket  averaged  nearly  10  percent  higher 
in  1969  than  in  1968.   Meat  products  were 
the  main  source  of  price  strength. 

As  a  result  of  the  rise  in  farm 
prices  the  past  few  years,  the  farm  value 
of  the  market  basket  in  1969  was  23  per- 
cent above  1957-59,  but  was  only  8  percent 
above  the  1947-49  level.   The  farmer's 
share  of  the  consumer's  food  dollar  at  41 
cents  was  2  cents  higher  in  1969  than  in 
1957-59  but  was  9  cents  less  than  in 
1947-49. 

As  a  result  of  the  general  upturn 
in  farm  prices  in  the  second  half  of  the 
decade,  the  farm  values  of  most  major 
food  groups  in  the  market  basket  were 
higher  in  1969  than  in  1957-59.   The  farm 
value  of  fresh  fruits  and  vegetables  was 
up  41  percent;  meat  and  dairy  products, 
30  percent;  processed  fruits  and  vege- 
tables, 25  percent;  and  bakery  and  cereal 


products,  10  percent.   In  contrast,  the 
farm  value  of  poultry  and  eggs  averaged 
3  percent  lower  in  1969  than  in  1957-59, 
and  fats  and  oils  were  down  10  percent. 

Although  farmers  received  higher 
prices  for  food  commodities  in  recent 
years,  they  were  faced  with  sharply 
rising  costs  of  production  (Figure  3). 
Between  1964  and  1969,  production  costs 
went  up  about  3  times  as  much  as  during 
the  early  1960's.   In  1969,  prices  paid 
by  farmers  for  production  items,  interest, 
taxes,  and  wage  rates  were  31  percent 
above  the  1957-59  level. 


FARM  VALUE  OF  FOOD  AND  PRICES 
PAID  IY  FARMERS,  1960'S 
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Figure    3 

Marketing  Spread 

The  marketing  spread  (difference 
between  the  retail  cost  and  farm  value 
of  the  market  basket)  increased  steadily 
during  the  1960's,  continuing  the  uptrend, 
In  any  discussion  of  rising  food  prices, 
a  great  deal  of  attention  is  focused  on 
the  spread  because  of  its  long-term  up- 
ward trend  and  importance  in  the  retail 
cost  of  food.   Since  the  spread  makes  up 
around  three-fifths  of  the  retail  cost 
of  the  market  basket,  a  change  in  the 
spread  affects  food  costs  more  than  does 
an  equal  percentage  change  in  farm  value. 

All  of  the  increase  in  the  retail 
cost  of  the  market  basket  between  1959 
and  1964  resulted  from  a  widening  in  the 
spread  and  the  increase  in  retail  costs 
would  probably  have  been  greater  had 
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prices  at  the  farm  not  declined.   The  in- 
crease in  the  spread  was  5  percent  during 
the  period,  about  the  same  as  the  increase 
in  the  general  price  level. 

Following  a  slight  decline  in  1965, 
the  marketing  spread  increased  between  2 
and  3^  percent  per  year  the  remainder  of 
the  decade.   Percentage  increases  in  the 
spread  were  much  less,  however,  than  in- 
creases in  the  farm  value  and  retail  cost. 
This  was  consistent  with  developments 
during  other  inflationary  periods. 
During  inflation,  both  farm  prices  and  the 
spread  tend  to  rise,  but  the  spread  usu- 
ally goes  up  more  slowly  than  farm  prices. 
On  the  other  hand,  increases  in  farm 
prices  usually  last  a  much  shorter  time 
than  advances  in  marketing  charges. 

Increases  in  the  marketing  spread 
had  a  significant  effect  on  the  retail 
cost  of  the  market  basket  in  the  last 
half  of  the  1960 's.   However,  since  1964, 
increases  in  farm  value  had  a  greater 
effect  every  year  except  1967. 

Marketing  spreads  for  all  food 
groups  were  higher  in  1969  than  in  1957- 
59.   The  largest  increase  in  the  spread 
was  for  fruits  and  vegetables,  up  38.  per- 
cent.  Spreads  for  meat  products  and 
bakery  and  cereal  products  were  18  per- 
cent higher;  dairy  products,  13  percent; 
poultry  and  eggs,  11  percent;  and  proc- 
essed fruits  and  vegetables,  9  percent. 

Higher  costs  of  performing  market- 
ing operations  largely  explain  the  in- 
crease in  the  marketing  spread.   Figure 
4  shows  that  the  marketing  spread  went  up 
in  roughly  the  same  manner  as  labor  and 
other  marketing  costs.   Hourly  earnings  of 
employees  in  food  marketing  rose  slightly 
over  50  percent  during  the  1960's,  and 
were  only  partially  offset  by  increases  in 
productivity.   As  a  consequence,  unit 
labor  costs  went  up  around  34  percent. 
Prices  of  other  inputs  used  by  the  food 
industry  also  increased  during  the  decade. 
Prices  of  intermediate  goods  and  services 
increased  around  25  percent  over  the  1957- 
59  base  period.   Services,  which  include 
such  items  as  rent,  property  insurance 
and  maintenance,  and  telephone  service, 
increased  most,  or  about  45  percent.   The 


increase  in  prices  of  goods  such  as  con- 
tainers and  packaging  materials  was  more 
modest,  around  12  percent. 


MARKETING  SPREAD  AND  COSTS 
OF  MARKETING  INPUTS,  1960S 
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Figure   4 

One  of  the  sharpest  cost  increases 
during  the  decade  was  in  interest  rates. 
Both  short-term  and  long-term  interest 
rates  rose  markedly  in  the  past  several 
years.   Rail  transportation  rates,  which 
declined  in  the  early  1960's,  have  in- 
creased several  times  since  1967. 

Profits  of  food  marketing  firms  do 
not  seem  to  have  been  a  major  factor  in- 
creasing the  marketing  spread  in  the  past 
decade.   Profit  ratios  of  retail  food 
chains  trended  downward  during  the  decade 
and  in  1969  were  at  the  lowest  level  for 
the  period.   Profit  ratios  of  food  manu- 
facturers averaged  2.4  percent  of  sales 
compared  with  2.2  percent  in  1957-59. 

Food  Expenditures  in  Relation  to  Income 
and  Wages 

Consumers  spent  $511  per  person  for 
all  food  in  1969,  34  percent  more  than  in 
1957-59.   This  increase  was  slightly  more 
than  the  rise  in  food  prices  during  this 
period.   The  large  increase  in  expendi- 
tures apparently  resulted  from  shifts  to 
more  expensive  foods,  and  the  addition  of 
more  services  to  food,  including  more 
away-from-home  eating. 

Although  expenditures  for  food  in- 
creased considerably  during  the  1960's, 
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the  increase  was  less  than  the  gains  in 
personal  incomes.   Per  person  disposable 
income  (after  taxes)  increased  from 
$1,846  in  1957-59  to  $3,099  in  1969--an 
increase  of  68  percent.  As  a  result  of 
the  increase  in  income,  the  percentage 
of  income  spent  for  food  declined  steadily 
during  the  1960's.   In  1957-59,  consumers 
spent  20.6  percent  of  their  income  for 
foods.   In  1969,  it  was  down  to  16.5 
percent.   This  allowed  consumers  to  raise 
their  standard  of  living  by  spending  a 
larger  proportion  of  their  income  for 
other  goods  and  services,  while,  at  the 
same  time,  consuming  more  high  quality 
foods  and  more  foods  in  convenient  to  use 
forms . 

Another  way  to  view  the  cost  of 
food  is  in  terms  of  the  amount  of  various 
foods  the  average  wage  earner  can  buy 
with  an  hour's  wages.   Figure  5  shows 
what  the  earnings  of  1  hour  of  factory 
labor  would  buy  in  the  retail  food  store 


in  1969  as  compared  with  1957-59.   For 
example,  the  average  wage  earner  could 
purchase  3.3  pounds  of  Choice  beef  (all 
cuts)  in  1969  with  1  hour's  wages  compared 
with  2.7  pounds  in  1957-59. 


QUANTITIES  OF  FOOD  1  HOUR  OF 

FACTORY  LAROR  R0U6HT 

1957-59  AND  1969 

Chick...,  trying  (lb.) ^^^^^^  „ 

Milk,  fluid  <K  8al.|* g  H„ 

P.O..  No.  303  can. g  ^  „, 

Broad,  whit,  (lb.) g  BlH"' 

Pork  cut.  (lb.) gg  |^U     ( ^ 

Bool.  Cholc.  arad.  (lb.)   §  fc„ 

Orango.  (do..) ||  |^  „ 

potato- (ib.) n  yg«„, 
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Figure    5 
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